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Independent Auditor’s Report on Internal Control Over Financial
Reporting and on Compliance and Other Matters Based on an Audit of Financial
Statements Performed in Accordance with Government Auditing Standards

The County Commissioners
of Charles County
Charles County, Maryland

We have audited the financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the County Commissioners of Charles County,
Maryland (the County) as of and for the year ended June 30, 2007, which collectively comprise
the County’s basic financial statements and have issued our report thereon dated December 6,
2007. We did not audit the financial statements of the Board of Library Trustees for Charles
County. The financial statements of the Board of Library Trustees for Charles County were
audited by other auditors whose report thereon have been furnished to us, and our opinions,
insofar as they relate to the amounts included for the County, is based solely on the reports of
other auditors. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United
States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the County's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the County’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the County’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies in
internal control over financial reporting that might be significant deficiencies or material
weaknesses. However, as discussed below, we identified a deficiency in internal control over
financial reporting that we consider to be a significant deficiency.

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity's ability to
initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a
misstatement of the entity’s financial statements that is more than inconsequential will not be
prevented or detected by the entity’s internal control. We consider the deficiency described in
the accompanying schedule of findings and questioned costs as item 07-01 to be a significant
deficiency in internal control over financial reporting.
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A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity’s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in the internal control that might be significant deficiencies and, accordingly, would not
necessarily disclose all significant deficiencies that are also considered to be material
weaknesses. However, we believe that the significant deficiency described above is not a
material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the County's financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests did not disclose
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards.

The County’s response to the finding identified in our audit is described in the accompanying
schedule of findings and questioned costs. We did not audit the County’s response and,
accordingly, we express no opinion on it.

This report is intended solely for the information and use of the County Commissioners of

Charles County, management and federal awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.

C%M&WMAL,D

Baltimore, Maryland
December 6, 2007
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Independent Auditor’s Report on Compliance With Requirements Applicable
to Each Major Program and on Internal Control Over Compliance and Schedule of
Expenditures of Federal Awards in Accordance With OMB Circular A-133

The County Commissioners
of Charles County
Charles County, Maryland

Compliance

We have audited the compliance of the County Commissioners of Charles County, Maryland
(the County) with the types of compliance requirements described in the U.S. Office of
Management and Budget (OMB) Circular A-133 Compliance Supplement that are applicable to
each of its major federal programs for the year ended June 30, 2007. The County’s major
federal programs are identified in the summary of auditor’s results section of the accompanying
schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, contracts, and grants applicable to each of its major federal programs is the
responsibility of the County’s management. Our responsibility is to express an opinion on the
County’s compliance based on our audit.

The County’s basic financial statements include the operations of the Board of Library Trustees
for Charles County and the Board of Education of Charles County, component units, which
received federal awards which are not included in the Schedule of Federal Awards for the year
ended June 30, 2007. We were separately engaged to perform and have separately reported
on the results of our audit of the Board of Education of Charles County in accordance with OMB
Circular A-133. Our audit described below does not include the operations of the component
units, Board of Library Trustees for Charles County and the Board of Education of Charles
County. The Board of Library Trustees for Charles County was audited by other auditors and
we audited and separately reported on the activities of the Board of Education of Charles
County.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits contained
in Government Auditing Standards, issued by the Comptroller General of the United States;
and OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.
Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about the County’s compliance
with those requirements and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our
audit does not provide a legal determination of the County’s compliance with those
requirements.
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In our opinion, the County complied, in all material respects, with the requirements referred to
above that are applicable to each of its major federal programs for the year ended June 30,
2007. However, the results of our auditing procedures disclosed an instance of noncompliance
with those requirements, which is required to be reported in accordance with OMB Circular A-
133 and which is described in the accompanying schedule of findings and questioned costs as
item 07-02.

The County’s responses to the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. We did not audit the County’s
response and, accordingly, we express no opinion on it.

Internal Control Over Compliance

The management of the County is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts, and grants
applicable to federal programs. In planning and performing our audit, we considered the
County’s internal control over compliance with the requirements that could have a direct and
material effect on a major federal program in order to determine our auditing procedures for the
purpose of expressing our opinion on compliance, but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, we do not express
an opinion on the effectiveness of the County’s internal control over compliance.

A control deficiency in an entity’s internal control over compliance exists when the design or
operation of a control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect noncompliance with a type of
compliance requirement of a federal program on a timely basis. A significant deficiency is a
control deficiency, or combination of control deficiencies, that adversely affects the entity’s
ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that material noncompliance with a type of compliance
requirement of a federal program will not be prevented or detected by the entity’s internal
control.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in internali
control that might be significant deficiencies or material weaknesses. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses as
described above.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the County
Commissioners of Charles County, Maryland as of and for the year ended June 30, 2007, and
have issued our report thereon dated December 6, 2007. The Board of Library Trustees for
Charles County and the Board of Education of Charles County, component units, which
received federal awards which are not included in the Schedule of Federal Awards for the year
ended June 30, 2007. We were separately engaged to perform and have separately reported



on the results of our audit of the County in accordance with OMB Circular A-133. Our audit was
performed for the purpose of forming opinions on the financial statements that collectively
comprise the County’s basic financial statements. The accompanying schedule of expenditures
of federal awards is presented for purposes of additional analysis as required by OMB Circular
A-133 and is not a required part of the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and,
in our opinion, is fairly stated, in all material respects, in relation to the basic financial
statements taken as a whole.

This report is intended solely for the information and use of the County Commissioners of
Charles County, management, others within the County, and federal awarding agencies and
pass-through entities and is not intended to be and should not be used by anyone other than
these specified parties.

C%VWAL/A

Baltimore, Maryland
January 22, 2008, except for the Schedule of Awards of Federal Expenditures,
which is December 6, 2007.
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THE COUNTY COMMISSIONERS OF CHARLES COUNTY, MARYLAND
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
June 30, 2007

NOTE 1 - SCOPE OF AUDIT PURSUANT TO OMB CIRCULAR A-133

All federal awards programs operated by the County Commissioners of Charles County, Maryland
are included in the scope of the OMB Circular A-133 audit. Federal awards of the Board of
Library Trustees and the Board of Education of Charles County, component units, are not
included in the Schedule of Federal Awards. Compliance testing of all applicable compliance
requirements, as described in the Office of Management Budget's Compliance Supplement for A-
133, was performed for all major programs.

The U.S. Department of Housing and Urban Development has been designated as the oversight
audit agency for the OMB Circular A-133 audit.

NOTE 2 - FISCAL PERIOD AUDITED

Single audit testing procedures were performed for transactions occurring during the fiscal year
ended June 30, 2007

NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Accounting

All Governmental Funds are accounted for using the modified accrual basis of accounting.
Under this method, revenues are recognized when they become both measurable and available
as net current assets. Grant revenues recorded in Governmental Funds are recognized as
revenue in the accounting period during which the expenditure is made.

Basis of Presentation

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity
of the County and is presented on the modified accrual basis of accounting. The information in
this schedule is presented in accordance with the requirements of OMB Circular A133, audits of
States, Local Governments, and Non-profit Organizations. Therefore, some amounts presented
in this schedule may differ from amounts presented in, or used in the preparation of, the basic
financial statements.

NOTE 4 — SUBRECIPIENTS

The County Commissioners of Charles County provided federal awards to subrecipients as
follows:

Program Title Federal CFDA # Amount Provided
Community Block Grant/State Program 14.219 $ 25,723
Emergency Shelter Grants 14.231 25,952
Community Development Block Grant 14,246 149,115
Block Grants for Community Mental Health Services 93.958 82,858
Projects for Assistance in Transition from Homelessness (PATH) 93.150 32,369 o]
Promoting Safe and Stable Families Program 93.556 35,498
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THE COUNTY COMMISSIONERS OF CHARLES COUNTY, MARYLAND
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
June 30, 2007

1. Summary of Independent Auditor's Results

Financial Statements
Type of auditor’s report issued: Unqualified

Internal control over financial reporting:

Material weakness(es) identified? Yes X No

Significant deficiency(ies) identified that are not None
considered to be material weaknesses? X  Yes reported

Noncompliance material to financial statements noted? Yes X No

Federal Awards
Internal control over major programs:

Material weakness(es) identified? Yes X No
Significant deficiency(ies) identified that are not None
considered to be material weaknesses? X Yes reported

Type of auditor’s report issued on compliance for major programs: Unqualified
Any audit findings disclosed that are required to be

reported in accordance with Section 510(a) of
Circular A-133? Yes X No

Identification of Major Programs

Name of Federal Program or Cluster CFDA Number
Section 8 Housing Choice Voucher Program 14.871

Dollar threshold used to distinguish between type A and type B programs  $ 300,000

Auditee qualified as low-risk auditee? X  Yes No
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THE COUNTY COMMISSIONERS OF
CHARLES COUNTY, MARYLAND
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
June 30, 2007

Il.  Financial Statement Findings

Finding 07-01:

Condition

Internal controls over financial reporting failed to prevent and/or detect material errors in the
financial records and statements. During the course of the audit, we discovered several
misstatements that had a material effect on the County’s financial statements. These
misstatements were due to improper recording of the self insurance liability for estimated claims
incurred but not recorded (IBNR) and year-end recordation of an accounts receivable accrual.

We also identified material errors in the proprietary funds’ Statements of Cash Flow and the
financial statement’s reconciliations between the modified accrual and full accrual financial
statements.

Criteria

The Internal Control-Integrated Framework (COSO) requires persons responsible for preparing,
reviewing, and approving financial reports to have adequate knowledge, skills, and abilities to
perform the tasks.

Cause

For the self insurance liability, the County was using a historical estimate instead of performing
an analysis of actual claims in the run out period or using the actuarially determined liability
estimate provided by the County’s insurance provider.

In previous years, management relied on their outside auditors to prepare the County’s financial
statements. For fiscal year 2007, the financial statements were prepared by the County.

Effect

Financial records and reports may incorrectly reflect the financial status of the County. In
addition, the financial statements may not be prepared in accordance with Generally Accepted
Accounting Principles.

Recommendation

We recommend that management establish procedures to record transactions when supporting
invoices and other supporting documentation are received. In addition, the County should
implement the necessary controls to ensure material accruals are properly recorded at year
end.

We recommend that management undertake a review of their financial statement preparation
process. Management should consider beginning the financial statement preparation of the
more complex areas earlier in the financial reporting process to ensure they have adequate time
for preparation and review. Management should consider obtaining specific training in financial
reporting to aide them in future preparation of their financial statements.
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THE COUNTY COMMISSIONERS OF
CHARLES COUNTY, MARYLAND
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
June 30, 2007

Management’s Response

Charles County does not dispute the findings as described above. However, this being the first
year of a five year contract, there was areas of improvement noted for both parties, and ours will
include taking the necessary steps to resolve this finding. All matters of this finding were
corrected for the financial audit report to be issued. In addition, steps have already been taken
to handle the specific items with each subsequent audit.

lll. Federal Award Findings and Questioned Costs

Finding 07-02: Section 8 Housing Choice Voucher, CFDA #14.871

Condition

Re-inspections for failed housing units were not performed within the 45-day time frame
identified in the County’'s Housing administrative plan. An explanation for the delay was not
documented in the tenant'’s file. We identified 7 out of 25 failed re-inspections that were not
performed within the 45-day time frame.

Criteria

24 CFR 982.404 (a)(3) states that the owner must correct deficiencies noted during HQS
inspections within 30 calendar days or any PHA-approved extension. The Housing Choice
Voucher Program administrative plan for Charles County identified the re-inspection time frame
as 45-days.

Cause
The inspections may be delayed due to the time frame in which the re-inspection was to be
performed and/or the availability of the housing inspectors.

Effect
Charles County is not in compliance with their administrative plan or HUD regulations.

Recommendation
We recommend that Charles County Housing follow the procedures outlined in their
administrative plan.

Questioned Costs
None

Management Response

The PHA will continue to follow procedures outlined in the Administrative Plan as approved by
HUD, specifically Chapter 16, page 5 regarding the reinspection of deficient units. Further, the
PHA will consult with HUD to clarify the HUD approved Administrative Plan extension period
regarding reinspection of deficient units.

14



THE COUNTY COMMISSIONERS OF
CHARLES COUNTY, MARYLAND
SCHEDULE OF PRIOR YEAR FINDINGS AND QUESTIONED COSTS
June 30, 2007

None Noted
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